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Disclosure requirements in the year of
adoption

The disclosures described on the following slides are not

meant to be a checklist of minimum requirements. Entities
do not have to include disclosures that are not relevant or
not material to them. The focus should be on meeting the

objective the standard describes.

Page 4 Revenue recognition, audit innovation and global airline sector update

EY



Disclosure requirements
Overview

Disclosures

To enable users to understand the nature, amount, timing,
Objective and uncertainty of revenue and cash flows arising from
contracts with customers

Qualitative and quantitative information about:
New core » Contracts with customers

disclosures » Significant judgments

. » Assets from capitalized costs
Disclosure

categories Other sources of new disclosures:

Use of practical expedients
Other

disclosures Transition disclosures (e.g., ASC 250)

SEC requirements (e.g., SAB Topic 11.M (SAB 74),
MD&A)
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Disclosure requirements
Summary

Disaggregation

Quantitative Interim/annual
of revenue
Quantitative Interim/annual
Contracts with customers Contract balances o
Qualitative Annual
- Quantitative Interim/annual
Performance obligations o
Qualitative Annual
Significant judgments N/A Qualitative Annual
Quantitative
Contract costs N/A - Annual
Qualitative
Practical expedients Qualitative Annual
- Quantitative _
Transition o Interim/annual
Qualitative
_ Quantitative _
SEC requirements o Interim/annual
Qualitative

Page 6 Revenue recognition, audit innovation and global airline sector update EY



Revenue disclosures

Income statement presentation of passenger revenue
Most ancillary products are not separate performance obligations

We do not think one performance obligation should be reflected on
two different lines on the income statement

May be willing to pre-clear with SEC

Planned disaggregated revenue disclosures

Passenger, ancillary, frequent flyer redemption, frequent flyer
marketing, cargo (if not already disclosed on face)

Ancillary may be combined with passenger in disaggregation
footnote depending on facts and circumstances

Other disclosure issues
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Audit innovation

EY technology enabled audit

Scoping
and risk
assessment

.@ Group Scope Analyzer

an

[rbsicoomsmionaion |7’ —
A non-routine

transaction,
] Audit of estimates and
Analytics ﬂﬁ routine judgments
transactions
Centralization /@\ Ryp Predictive analytics
Financial
Global Reporting, COE U;% statementy 9 Out-of-scope location analytics
< 5

Our people

Phase M Implementation M pilot R&D
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Audit innovation

Automation
The amplification of robotics process automation

Raw data centrally captured Data cleansing Workpaper Pre-populates audit work

generation papers
2%
e &

Automation/RPA Outputs

Data mapping Sampling
Completeness Confirmation

testing templates

Allows our teams to focus on high-risk areas and value-added tasks

Reduced burden on our teams and clients by automating data handling and
processing tasks
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Audit innovation

Our global suite of data analytics is an integral element of our audits.

@®O®

Analysis of larger
populations of
audit-relevant data
to present a fuller
picture of the
business activities
and to identify the
risks that matter

Relevant feedback
and insights
provided during the
audit to help our
clients improve their
business processes
and controls

Clear identification
of trends and
anomalies in the
business processes
and controls to help
direct our
investigative effort in
the right areas

Analytics at EY is not about tools looking for issues.
It's about our auditors considering what the analyzed data
means and assessing its implication to the audit.

Efficiencies for our
clients and audit
teams through
insightful and
targeted testing
focusing on those
transactions that
matter most

We look for what has been

cleared and what is still open.

We look at the aging of the
year-end balance to
understand which customers
have greater risks.

We perform additional analytics
on this and on the closing
balance.
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Audit innovation

Data layers

v

EY Helix analyzers
accommodate a
range of data types
SO even on our
biggest clients,
analyzers are
available for use now

Consolidated trial balance
» Group Scope Analyzer
» Interim Review Analyzer

Trial balance and general ledger
» EY Canvas Lead Schedules
» General Ledger Analyzer

Sub ledger and other point in time

» Trade Payables Analyzer
Trade Receivables Analyzer

Financial

statements

>

» Inventory Analyzer

» Property, Plant and Equipment
Analyzer
WAMapps

Transactions

» Revenue and Receivables Analyzer
» Purchases and Payables Analyzer

>

>

>

GL for Banking
GL for Insurance

Automotive Warranty Analyzer
Health Provider Revenue Analyzer
Mortgage Analyzer

Consumer Lending

Premium and Claims Analyzer
Trade Spend Analyzer

Payroll Analyzer
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Audit Innovation

Global analytics platform
Data analytics across the end-to-end business operating cycle

Auditing Revenue and Receivables

General Ledger Analyzer*
= y Trade Receivables Analyzer
) Trade Revenue & Trade Receivables Analyzer*
Gross margins receivable

‘ Auditing Property Plant & Equipment
General Ledger Analyzer*

Cost of goods Cash receipts

sold Auditing Payroll

General Ledger Analyzer*

: ¥
EY H e | I X Journal entry testing audit program

Data Analytics General Ledger Analyzer*
Inventory
Auditing Trade Payables and Related Expenses
General Ledger Analyzer*
Trade Payables Analyzer
Purchase Cash Purchases & Trade Payables Analyzer*

payments

Tradbel Auditing Inventory and Cost of goods sold
payable
General Ledger Analyzer*

Inventory Analyzer
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Revenue testing—Example EY Helix

2-way correlation

Background Analytics performed

Industry: Retail (clothing) The team performed a test of detail using
Size: $3 billion annual revenues the two-way correlation analysis in
Inspections performed: Audit Quality EAGLe (revenue to cash) for each of its
Review (AQR) and Public Accounting three in-scope retail locations,
Oversight Board (PCAOB) representing 90% of total revenue.

Results of the analysis

The correlation between revenue and cash revealed that 99.5% of all retail revenue
transactions were collected in cash. The team obtained corroborating evidence for any
deviations from the expected monthly correlation (e.g., manual revenue transactions).

Effect on the audit Inspection results
> ggresb%zrir\]/ecgﬁﬂi%dee\:/? dg]r?éétct]\?edr ?r?éamed The team walked the inspectors through the
testing approach ahead of the review and

occurrence of revenue. answered questions about the

» No additional tests of transactions were completeness and accuracy of the data (i.e.,
performed. Information provided by the entity (IPE)).

» Eliminated the testing of 120 transactions AGIZE-1sls NGV NOISR[ IS [T o] SR ele] dal0)
across the three components. exception to the team’s approach or level of

» Approach saved the client 60 hours of evidence obtained from the analytic

procedures.

pulling supporting documentation.
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Airline example

Traditional ticket testing
Sample based approach vs. holistic

Standard passenger revenue-related entries:

Sale
Debit AR
Credit deferred revenue
Cash collection

Debit cash
Credit AR

Revenue recognition on lift

Debit deferred revenue
Credit revenue
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Airline example, continued

High correlation among AR—-> Deferred Revenue—> Revenue
Can explain most variations like interline activity, cash sales, etc.
Still material items to investigate, but focus is on the risk

Controls reliance
Control reliance and test of details to test AR and cash balances
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Global airline sector update

Operating margins are still high for the industry but stabilizing even
though rising jet fuel prices and unit costs pose the biggest challenge.

Airline industry operating margin

18% -
16% A
Unadjusted
14% - )
margin
12% -
() 3
2 10% - Margin
QJ -
> oo adjusted to
o remove
o o/ | .
© 6% seasonality
4% A
2% -
O% T Tv L'} T T T
-2% il
2011 2012 2013 2014 2015 2016 2017
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Global airline sector update

The 2017 results are slightly down from 2016, with softening in the US
and Asia-Pacific largely offset by improvements in Europe. Forecasts
for 2018 include a growth in profits across most regions.

Composition by region of net profit

I = T

North America 16.4 15.6 16.5 21.7 11.1

Europe 11.5 9.8 8.8 7.5 1.9 1.0 0.4
Asia-Pacific 9.0 8.3 8.1 7.3 0.3 2.3 5.8
Latin American 0.9 0.7 0.7 (1.6) 0.0 0.2 (0.2)
Middle East 0.6 0.3 1.3 2.1 1.1 0.3 1.0
Others (0.1) (0.1) (0.1) (1.0) (0.8) (0.5) (0.1)
Total 38.4 34.5 35.3 35.9 13.7 10.7 9.2

Source: IATA
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Global airline sector update

Overall return on capital lower in 2017 and seems to be declining as
the cost of capital is rising from 2016 onward.

Return on capital invested in airlines and their cost of capital

12.0
Return on capital
10.0 - (ROIC)
8
= 8.0 -
S
k5
e 0 o
m -
g Cost of capital
S 4.0 - (WACC)
X
2.0 1
0.0 T T ] | ] 1 I T T T T T T ] I
2000 2002 2004 2006 2008 2010 2012 2014 2016 2018
Source: IATA
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Global airline sector update

Capacity has grown across all regions with an equivalent increase in
demand, except North America or the Middle East where capacity is
outpacing demand.

Dec. 2017 vs. Dec. 2016 2017 vs. 2016

Capecy (355) Capecty (355)

4.0% 4.2% 4.2% 4.1%
6.1% 4.4% 8.2% 6.2%
9.1% 8.3% 10.1% 8.4%
5.4% 5.0% 7.0% 5.9%
3.4% 5.7% 6.4% 6.5%
3.4% 2.6% 6.3% 2.9%

Source: IATA

Page 21 Revenue recognition, audit innovation and global airline sector update EY



Global airline sector update

Growth in industry-wide passenger volume increased by 7.6% YoY
whereas global freight volumes grew by 9.0% in 2017; however, there
was a moderate slowdown in passenger growth in 2018 as stimulus to
demand from lower airfares declines.

Air Passenger and Air Freight Volumes

Billions per month Billions per month
690 215
20.5
640
19.5
590 18.5
540 175
16.5
490
155
440 ) T T T T T 1 145
2012 2013 2014 2015 2016 2017
—RPKs, seasonally adjusted —FTKs, seasonally adjusted

Source: IATA Monthly Statistics
Source: IATA
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Global airline sector update

Passenger yields are expected to rise modestly during 2018 with
expected robust economic growth, even though financial markets have
been volatile recently and input costs have increased.

Index (Jan 2011=100), seasonally adjusted
105 -

Global average yield, USS constant
exchange rate (Jan 2011)

90 -
Global average yield

(USS terms)
85 -

80 -

75

70 T T T T I I
2011 2012 2013 2014 2015 2016 2017

Sources: |IATA Economics, |ATA Travel Intelligence, Thomson Reuters Datastream

Source: IATA
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Global airline sector update

Brent crude olil price rose to a three-year high during January, continuing

the upward trend that started in mid-2017, supported by OPEC-led
production cuts and a weaker US dollar; net impact of reduced supply

from OPEC and increasing supply from US.

Source: IATA
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Global airline sector update

Fuel prices globally have increased in 2017

Share i Index
are in vs. 1 vs. 1

Value vs.1yr
2 March 2018 World cts/gal $/bbl $/mt 2000 week month .

Index = ago ago g
=100

Jet Fuel Price 100% 188.3 79.1 6236 2162 -4.2% -6.0% 21.9%
Asia & Oceania 22% 1889 793 626.7 226.7 -25% -6.4% 20.5%
Europe & CIS 28% 1930 810 6386 2184 -47% -3.5% 24.5%
Middle East & Africa 7% 186.2 782 617.0 2335 -39% -53% 22.6%
North America 39% 184.7 776 6129 2063 -49% -76% 21.1%
Latin & Central America 4% 190.3 799 6154 2214 -53% -75% 18.9%

Jet fuel price average for 2018

$81.6/bbl

Source: IATA, Platts

Impact on 2017 fuel bill
$34.8b

Page 25

Revenue recognition, audit innovation and global airline sector update

EY



Global airline sector update

Global fleet size by region and business model

Global fleet by region

9559 9716
8465 9082
7368 79578
2366 2411
1523 1614 1629 1677 .
Asia Pacific Middle East Africa Europe North America Latin America
m2016 2017
Global fleet by business model
14,010 14,559
5,121 5515 4,914 4,968
. . 2,578 2,630 1975 2042 2,312 2,364
Full-service carrier Low-cost carrier Regional/commuter Charter Cargo General Aviation
m2016 = 2017

Source: CAPA
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Global airline sector update

Global fleet size by aircraft type and region/status

Global fleet by aircraft type

15,939

5,758
Narrow-body jet Wide-body jet Regional jet Turboprop Small commercial turboprop
4,916 Global fleet by region/status ® On order

2,280 In storage

2331 - I [
539 n service

481
9,132 1.655 9,762
. 7,631
] - L
143 211
. . 1,619 ) 1,667 1 1 1 2,415 J
Asia-Pacific Middle East Africa Europe North America Latin America

Source: CAPA, as of March 10, 2018
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EY | Assurance | Tax | Transactions | Advisory

About EY

EY is a global leader in assurance, tax, transaction and advisory
services. The insights and quality services we deliver help build trust
and confidence in the capital markets and in economies the world
over. We develop outstanding leaders who team to deliver on our
promises to all of our stakeholders. In so doing, we play a critical role
in building a better working world for our people, for our clients and
for our communities.

EY refers to the global organization, and may refer to one

or more, of the member firms of Ernst & Young Global Limited, each
of which is a separate legal entity. Ernst & Young

Global Limited, a UK company limited by guarantee, does not
provide services to clients. For more information about our
organization, please visit ey.com.

Ernst & Young LLP is a client-serving member firm of
Ernst & Young Global Limited operating in the US.

© 2018 Ernst & Young LLP.
All Rights Reserved.

1804-2663921
ED None

This material has been prepared for general informational purposes
only and is not intended to be relied upon as accounting, tax or other
professional advice. Please refer to your advisors for specific advice.

ey.com



